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Progress Report
Beyond the normal performance of our statutory tasks in licens-
ing, examinations, ratemaking and complaints handling, the efforts of
the Division of Insurance in 1975 have been focused on the matters
described below.
I . Changes in the Operation of the Department
Our principal goal in department management is the professional-
ization of the staff. The department has long had more than ample
budget and numbers of personnel, but it has traditionally been without
depth in its critically important professional positions. This year
has seen the following corrective measures:
A. New Organizational Structure
In past years, the Department has been organized such that at
least a dozen disparate units have reported simultaneously to the Com-
missioner. Early this year the structure was changed. One Deputy
Commissioner was placed in charge of all licensing and examination
functions. Another was given responsibility for all complaints and
legal work. The First Deputy was put in charge of Department adminis-
2tration and actuarial work. Professionally trained individuals were
recruited for all three of these Senior Deputy positions.
B. Financial Surveillance Unit
The work of the Insurance Department in monitoring the solvency
of insurers has always been conducted "in the field" under loose super-
vision. The Department's record in detecting incipient financial im-
pairments under this approach has been poor. A selected group of the
top examiners will now be assigned to full time solvency work from
inside the office.
C. State Rating Bureau
Our most important task in the eyes of the public is the regu-
lation of casualty insurance rates. The Division's rate review capa-
bility was greatly enhanced by the formation of the State Rating Bureau
by legislation this year. Our new rating bureau will be staffed with
CPAs, lawyers, and actuaries at competitive salary levels.
D. Fraudulent Claims Board
Due to the success of the bodily injury no-fault laws, the
workload of the FCB investigators has fallen sharply. We reduced the
staff accordingly from fifty-four to four employees.
E. Budget
The Insurance Department budget authorizes 325 positions of which
309 were filled early this year. By termination or attrition, the total
number now filled has fallen to 244. Both our 1976 and our 1977 budget
requests were held within the target of 90% of 1975 expenditures. With
the aid of new legislation on fees and assessments, we have reduced our
net state cost from $1 million in 1975 to zero on net revenues for all
future years.
II- Rate Decisions
Two important precedents were established in rate regulation
during 1975:
A. Blue Cross Non-Group Subsidies
Blue Cross and Blue Shield rates have always been made separately
for two major subsets of the subscriber population: group members
(whose rates are unregulated) and non-group subscribers (whose rates
are closely regulated)
. Within the latter category, though, are two
easily distinguishable populations. First, there are those individuals
who, by virtue of self-employment or similar work conditions, were never
members of a group plan. The health experience in this category is
generally good. Second, there are individuals who have left group plans
3and converted to non-group policies. The health experience here,
strongly influenced by the age, health or other characteristics that
caused the individual to exit the group plan, is substantially worse.
A 1975 rate decision ordered that above-normal costs of group-conversion
subscribers be charged, from now on, back to the group rates rather than
the non-group rates. This represents an explicit recognition of the
responsibility of group plans (and hence employers) toward those who
will naturally leave those plans over time.
B. Consideration of Investment Income
Casualty insurance rates have always been made with an arbitrary
allowance for profits expressed as a percentage of premium inflow. The
traditional profit allowance in all fifty states for most casualty lines
has been 5%; compulsory bodily injury coverage in Massachusetts has been
assigned an underwriting profit allowance of 1%. This approach is com-
pletely unsupportable by any ratemaking logic. In a May 1975 rate de-
cision on worker's compensation, a new technique was introduced to
derive the appropriate profit margin on the basis of a fair and reason-
able overall rate of return on capital. Investment income (computed for
a theoretical risk-free securities portfolio) was thereby made a part of
of the ratemaking process for the first time. The technique received
its first practical application in the fixing of automobile bodily
injury rates. In order to produce an overall rate of return on capital
of 11.5% (equivalent to the return in unregulated U.S. industry) after
consideration of investment income, it was determined that the fair
underwriting profit margin would be negative four percent for that line.
III. Regulations
Three significant regulations were promulgated by the Department
during 1975:
A. Equal Employment Opportunity
In order to enhance the status of women and minority group
members with respect to insurance hiring and promotions, the Department
issued a regulation mandating an end to certain discriminatory personnel
practices and instituting new practices which would favor affirmative
action. The emphasis of the regulation is on upward minority movement
at the lower and middle portions of the job pyramid. In response to a
lawsuit on jurisdictional grounds filed by insurers, the Superior Court
has issued a temporary restraining order against enforcement of the
regulations.
B. Extension of the FAIR Plan
The FAIR Plan was established in 1968 as a compulsory pool of
insurance carriers to provide basic fire insurance for those unable to
purchase coverage in the normal markets. This year's extension of the
plan added crime and liability coverages to the plan's offerings and
4also allowed FAIR Plan customers to enjoy the benefits of package dis-
counts available through the purchase of single policy for all homeowner's
risks
.
C. Audits by CPA Firms
All corporations subject to S.E.C. rules must have annual audits
by professional firms of certified public accountants. The S.E.C. can
accordingly perform its oversight function by exception only and concen-
trate its efforts where it sees potential problems. Insurance companies
are largely exempt from S.E.C. jurisdiction. Many do not use CPA's
and the Department's triennial audit is of questionable oversight use-
fulness. This month or early in January, Massachusetts will become the
first of the fifty states to require annual certified CPA audits of all
carriers doing business in the state. The Department will then be able
to transfer its emphasis to solvency testing, market conduct evaluation
and other tasks which CPA's are not expected to perform.
IV. Legislation
The General Court passed major legislation this year creating a
Joint Underwriting Association in the medical malpractice line and re-
forming the automobile property damage insurance laws. In both cases, we
are continuing to work on both areas through joint special study
commissions.
Laws, Regulations
& Decisions
LAWS
In 1975 the General Court passed, and the Governor approved, the
following acts of legislation, which have a direct effect on the insur-
ance business in Massachusetts. The number identifying each act is the
chapter number assigned to it during the 1975 session of the General
Court
.
Chap. Ill, further regulating the rights of certain persons to
give discharges and other releases relative to insurance policies.
Chap. 127, including services performed by registered dentists
within certain coverage under accident and sickness insurance policies
and certain contracts.
Chap. 183, increasing the membership of the Insurance Advisory
Committee of certain cities and towns, counties and districts.
Chap. 196, extending the coverage of accident and health insurance
to certain adopted children.
Chap. 240, providing that group insurance coverages provided for
public employees and retired public employees may be treated as separable
by such employees.
Chap. 241, further regulating the method of payment of the
6premiums for certain group insurance coverage of certain employees of
towns
.
Chap. 242, authorizing mergers of members of insurance holding com-
pany systems into their domestic insurance company subsidiaries.
Chap. 302, regulating certain reimbursements under insurance
policies for services by podiatrists.
Chap. 330, making a corrective change in the law further regula-
ting the payment of premiums for insurance coverage of employees of the
Commonwealth
.
Chap. 341, relative to the Massachusetts Insurers Insolvency Fund.
Chap. 362, relative to medical malpractice.
Chap. 455, requiring insurance companies to give certain notices
of decisions to disclaim liability in workmen's compensation cases.
Chap. 50 3, providing for the establishment of an unpaid employee
advisory committee to the Group Insurance Commission.
Chap. 542, further clarifying the prohibition against including
provisions in insurance contracts covering residents of the Commonwealth
which preclude payments of benefits for services rendered by soldiers'
homes
Chap. 570, making a corrective change in the law establishing the
Massachusetts Insurers Insolvency Fund.
Chap. 595, prohibiting the refusal of insurance companies to issue
certain policies to blind and deaf persons as individuals.
Chap. 636, providing that local governmental units may pay one
half the cost of premiums and the full amount of additional rates for
group health insurance for the surviving spouses and children of police
officers who were killed or who died from injuries received in the per-
formance of duty.
Chap. 693, further regulating the issuance of life insurance for
certain mentally retarded persons.
Chap. 707, further regulating the law relating to compulsory
property protection insurance for all registered motor vehicles.
Chap. 728, creating a State Rating Bureau to assist in the fixing
and establishing of reasonable, just and nondiscriminatory premium
charges for all lines of motor vehicle insurance.
Chap. 750, amending certain motor vehicle insurance laws.
Chap. 759, further regulating certain agreements between certain
insurers and their agents.
Chap. 792, authorizing political subdivisions to terminate accep-
tance of the law providing life and health insurance for retired teachers.
Chap. 806, authorizing group dental insurance coverage for persons
in the service of counties, cities, towns and districts, and their
dependents
.
Chap. 826, allowing the Commissioner of Insurance to hold hearings
on fire insurance ratings upon request from cities or towns.
Chap. 892, permitting certain payments of benefits by dental ser-
vice corporations in connection with the services of non-participating
dentists in the Commonwealth.
7REGULATIONS
To complement the laws governing insurance, the Massachusetts
Division of Insurance used its statutory authority to issue rules and
regulations. The rules and regulations adopted in 1975 are shown below,
in their order of adoption.
Memorandum of Order relative to the establishment of a statistical
plan
.
Regulation 2-75, regarding equal employment opportunity in the
insurance industry.
Regulation 3-75, regarding the implementation of Regulation 2-74,
relating to minimum standards of full and fair disclosure for the form
and contents of accident and sickness insurance sold in the Commonwealth
of Massachusetts.
DECISIONS
Statutes also give the Insurance Commissioner the power to hold
hearings to determine the condition of the insurance marketplace, and, in
some instances, to set rates. These findings were issued after due
notice and hearing:
Opinion, Findings and Decision on Blue Cross and Blue Shield non-
group rates and on rates and riders for mental illness and alcoholism
treatment
.
Opinions, Findings and Decision on 1975 workmen's compensation
rates.
Opinion, Findings and Decision on a proposed extension of the FAIR
Plan.
Findings and Order on a filing by Blue Shield of Massachusetts,
Inc. for an increase in rates for Plan J subscribers; and for an increase
in lifetime maximum, non-group major medical benefits.
Opinion, Findings and Order on 1976 automobile bodily injury
coverage rates.
Opinion, Findings and Decision on a filing by Blue Cross of Massa-
chusetts, Inc. of riders for non-participating hospitals.
Opinion, Findings and Decision on classification of risks and
premium charges for medical malpractice insurance; and addendum to that
Decision
.
Opinion, Findings and Decision on 1976 automobile property damage
coverage rates.
The Division also issued decisions or agreed to consent orders in
the following cases of alleged misconduct by agents, brokers, companies
and other miscellaneous writers.
Re: Joseph F. Ansaldi
.
8Re: George A. Russell.
Re: Nicholas K. Shaheen.
Re: William F. Kane.
Re: Herbert E. Lee.
Re: Richard D. Maxwell.
Re: Vernon J. Paul, Sr.
Re: Leon Walker, Jr.
Re: Joseph C. Dolan.
Re: John E. Wiley.
Re: Ferdinand C. Macedo, Jr.
Re: Richard B. Robinson and Sylvia B. Robinson.
Re: Bernard T. Golden and Bernard T. Golden Insurance Agency, Inc
Companies
FINANCIAL EXAMINATIONS
Each year, as required by law, the Division of Insurance routinely
examines approximately one third of all Massachusetts-based insurance
companies, as well as one third of all retirement systems for Massachu-
setts public employees.
Companies :
Attleboro Mutual Fire Ins. Co.
Boston Mutual Life Ins. Co.
Dorchester Mutual Fire Ins. Co.
Fitchburg Mutual Fire Ins. Co.
Groveland Mutual Ins. Co.
Liberty Life Assurance Co. of Boston
Liberty Mutual Fire Ins. Co.
Liberty Mutual Ins. Co.
Loyal Protective Life Ins. Co.
Mass Casualty Ins. Co.
Mass Mutual Life Ins. Co.
Mass Title Ins. Co.
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New England Mutual Life Ins. Co.
New England Reinsurance Corp.
Retirement systems :
Amesbury Milford
Boston Milton
Bristol Natick
Danvers Needham
Fairhaven New Bedford
Hamden Newburyport
Haverhill Norwood
Hull Revere
Lawrence Saugus
Lowell State Employees
Marlborough Stoneham
Melrose Worcester County
CHANGES
On December 31, 1974, the number of companies admitted to write
insurance in Massachusetts stood at 684. These companies were admitted
in 1975 to do business in Massachusetts; their state of incorporation is
shown in parentheses after the company name:
American Variable Annuity Life Assurance Co. (Delaware)
Commercial Union Reinsurance Co. (Massachusetts)
The National Property Owners Ins. Co. (Tennessee)
Union Indemnity Ins. Co. of New York (New York)
These companies withdrew from writing insurance in Massachusetts;
their state of incorporation is shown in parentheses after the company
name :
Casualty Indemnity Exchange (Missouri)
Southwest Title Ins. Co. (Texas)
Trinity Unversal Ins. Co. (Texas)
These companies were renamed; the state of incorporation is shown
in parentheses for both the old and the new names:
American Republic Assurance Co. (Iowa) is now Provident National
Assurance Co. (Iowa).
Accident and Casualty Ins. Co. of Winterthur, Switzerland (New
York) is now Winterthur Swiss Ins. Co. (New York).
Holyoke Mutual Fire Ins. Co. in Salem (Massachusetts) is now
Holyoke Mutual Ins. Co. in Salem (Massachusetts).
Michigan Mutual Liability Co. (Michigan) is now Michigan Mutual
Ins. Co. (Michigan).
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Resolute Ins. Co. (Rhode Island) is now American Reserve Ins. Co.
(Rhode Island)
.
Resolute Life Ins. Co. (Rhode Island) is now American Reserve Life
Ins. Co. (Rhode Island)
.
Seaboard Fire and Marine Ins. Co. (New York) is now Drake Ins.
Co. (New York)
LICENSE ACTIONS
The Division of Insurance revoked the license of the American
Professional Life Ins. Co. (Connecticut), effective June 16, 1975.
Associated Merchants Mutual Ins. Co. (Massachusetts) was placed
in permanent receivership, effective January 22, 1975.
Millers' Mutual Ins. Assoc. of Illinois (Illinois) ceased to be a
licensed direct writer.
The Division of Insurance revoked the license of Seaboard Life
Ins. Co. of America (Florida) , effective October 31, 1975.
RECEIVERSHIPS
Associated Merchants Mutual Insurance Company—On December 4,
1974, upon petition from the Massachusetts Insurance Department, the
Supreme Judicial Court issued an Interlocutory Decree, appointing the
Commissioner of Insurance as temporary receiver for the Associated Mer-
chants Mutual Insurance Company.
On February 28, 1975, James M. Stone was appointed Commissioner of
Insurance. In accordance with the provisions of Section 179 of Chapter
175, he directed one of his deputies, Joseph F. Ciccio, to apply for
appointment as receiver of the insurance company. On April 15, 1975, the
Supreme Judicial Court approved this application.
The Associated Merchants Mutual Insurance Company was subject to
and came within the purview of the Massachusetts Insolvency Fund Act,
Chapter 175D, which was established for the protection of policyholders.
The Fund was notified of the receivership and assumed and proceeded with
the adjustment and disposition of claims by policyholders.
The receiver reported the following statement of cash assets,
income and disbursements:
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Balance (Jan. 1, 1975) $ 0.00
Income 17,622.52
Disbursements 12,647.21
Balance (Dec. 31, 1975) $ 4,975.31
Suffolk Insurance Company- -On November 25, 1964, upon petition
from the Massachusetts Insurance Department, the Supreme Judicial Court
issued an Interlocutory Decree, appointing the Commissioner of Insurance
as receiver for the Suffolk Insurance Company. On December 17, 1964, the
court issued a decree making that appointment permanent; in January, 1965,
Alexander E. Finger was appointed counsel for the receiver.
On May 21, 1975, assets as of February 28, 1975, were reported as
$223,719.82. Pursuant to Chapter 175, Section 179, Joseph F. Ciccio,
Deputy Commissioner of Insurance and General Counsel was appointed
receiver.
On November 12, 1975, the court allowed the appointment of Foley,
Hoag and Eliot, and Sheldon Ganz as special counsel in addition to
Alexander E. Finger.
The receiver reported the following statement of assets, income
and disbursements:
Balance (Jan. 1, 1975) $217,967.88
Income 11,739.24
Disbursements 7,833.00
Balance (Dec. 31, 1975) $221,874.12
Summit Insurance Company of New York, Inc .— In February, 1975, the
Summit Insurance Company of New York, Inc.
, (Summit) was placed under
supervision of the New York Department of Insurance pursuant to the Uni-
form Insurers Insolvency Act. Shortly thereafter, the acting Insurance
Commissioner of the Commonwealth of Massachusetts petitioned the Supreme
Judicial Court of Massachusetts, for appointment as temporary
ancillary receiver in Massachusetts of the affairs of the company. The
order was granted on February 20, 1975, appointing Milton G. McDonald,
Acting Commissioner of Insurance of the Commonwealth of Massachusetts, as
temporary ancillary receiver. On May 28, 1975, Summit was declared
insolvent by a court of competent jurisdiction in New York and placed in
receivership for liquidation; a parallel order was entered in the Supreme
Judicial Court at the same time.
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On July 23, 1975, Keith R. Rodney was appointed permanent ancil-
lary receiver in Massachusetts for Summit. Shortly thereafter Edmund E.
Fleming was appointed counsel to the ancillary receiver. The balance of
1975 was spent organizing the ancillary receivership, identifying
claimants, arranging substitution of automobile insurance coverage, and
identifying and attempting to marshall the assets of Summit in the Common-
wealth.
Rockland Mutual Insurance Company—Commissioner James M. Stone was
appointed successor to the previous receiver in March, 1975, and at that
time Edward T. Dangel III was appointed counsel to the receiver. The
property, records and effects of the company are held in the receiver's
custody and control at 112 Water Street, Boston, Massachusetts, 02109.
LIFE VALUATIONS
Each year, the Division of Insurance assigns a value to the
reserves of Massachusetts-based life insurance companies. In 1975, the
fee for this valuation amounted to $575,112.82. The fee is set by this
formula: for each $1000 of life insurance in force on December 31, a
fee of three and a half mills is charged; for each annuity contract or
supplementary contract with life contingencies, a fee of four cents is
charged.
i
